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Ringing Up Higher Profits:  
4 Pricing Secrets Retailers Can Rely On

As retailers attempt to optimize the 
growing (but still very small) online 
portion of their businesses, the biggest 
risk they face is inadvertently ne-
glecting – or even damaging – their 
bread-and-butter. In this article, the 
author explains four pricing secrets 
that provide insight into levers that 
retailers can use to improve their 
price-value perception, make the pur-
chase decision about more than just 
price and be more surgical with price 
and promotions. Author Raechel 
Jackson is a Director at Simon-Kuch-
er’s Boston office. She helps lead the 
firm’s consumer and retail practice 
in North America. Her comments on 
the retail industry have appeared in 
the Los Angeles Times and on ABC 
News. She can be reached at raechel.
jackson@simon-kucher.com.
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It’s no secret that retail has under-
gone dramatic changes, with new 
segments, online channels and com-
petitive pressures.  

 
However, as retailers attempt to optimize 
this growing (but still very small) online 
portion of their businesses, the biggest 
risk they face is inadvertently neglecting 
— or even damaging — their bread-and-
butter. 

Of course online is critical for growth. 
Retailers should start thinking about the 
best way to integrate their online and 
physical businesses. But many of them 
are also sitting on millions of dollars of 
unlocked profit potential in their core 
physical business, which still represents, 
on average, 94% to 98% of their sales 
(see Figure A on the next page).

Retailers can realize millions in ad-

ditional profit by taking advantage of 
four key pricing secrets:

1. Make the fight for shoppers about 
more than price

2. Use your private label to drive share 
through differentiation and trade-
up, not low prices

3. Realize additional profit through 
rule-based pricing and assortment

4. Design and run more effective pro-
motions

1. Make the fight for 
shoppers about  
more than price
Increased price pressure from online and 
brick-and-mortar competitors has led to 
an erosion of margins and an explosion 
of aggressive discounting, as every retail-
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Figure B: Top retailers and % of US sales in e-commerce

Figure A: Top retailers and % of US sales in 
e-commerce

er fights to deliver on the promise of of-
fering competitive, unbeatable prices. 

If, however, you do not have Amazon’s 
cost structure or Walmart’s supply chain 
synergies, then fighting them on price 
alone everyday does not play to your 
strengths, and shoppers and/or investors 
are quick to find out. 

This focus on being the “cheapest” also 
unnecessarily attracts and trains a short-
term, deal-driven shopper. In reality, 
price is really about shoppers’ ‘price-val-
ue’ perception when they roam the aisles 
or surf the web, and there are more ways 
to be competitive than through dis-
counts. 

Experience has shown, for example, that 
retailers who offer consumers a richer 
shopping experience are able to com-
mand a price premium while maintain-
ing or improving their price perception 
(Figure B below). 

By shifting away from direct discount-
ing to providing consumers better val-
ue, experiences and rewards, you can 
exist in a more sustainable position.

Starbucks famously lives in this “build 
loyalty” space with its ongoing transfor-
mation of the coffee shop into a com-
plete retail and recreational experience. 
It commands high prices because it is 

perceived to deserve them, and discounts 
come in the form of loyalty rewards, nev-
er in price itself. Every incentive, down 
to the “Treat Receipt,” requires a future 
trip.

2. Use your private label 
to drive share through 
differentiation and trade-up, 
not low prices
Similar to the online channel, private 
labels developed a reputation for rapid 
growth and (or due to) rock-bottom pric-
es as retailers started using them to hit 
more competitive price points for cost-
conscious consumers.

But smart retailers soon realized that 
this strategy trades down category sales 
dollars and leaves profit on the table. As 
a result, many are improving product 
quality and adopting a “branded pri-
vate label” strategy that treats the pri-
vate label not just as a low-price tactical 
weapon, but rather a business that helps 
achieve the following objectives:

A. Differentiation: Private label is the 
lever with the largest and most immedi-
ate impact on differentiation. Retailers 
such as Safeway, Target and Costco have 
partnered with manufacturers to deliver 
a meaningful private label that incorpo-
rates knowledge of consumers and their 
needs into both the packaging and prod-
uct. The goal is not to sell this product 

at the 30% dis-
counts of old, but 
rather to bring 
shoppers into 
their stores and 
keep them com-
ing back through 
something they 
cannot buy else-
where… and 
charge for it.

B. Trade-up: If 
completely rein-
venting your pri-
vate label seems 
like too big a task, 
an easy pricing 
secret is to simply 
change the way 

you structure the offering. Benchmarks 
from recent consumer goods and retail 
project experience show that unit price 
elasticity is typically 40% to 50% of 
pack price elasticity. Put another way, if 
you raise the absolute pack price on a jar 
of peanut butter, for example, but keep 
the price per ounce the same (by increas-
ing the number of ounces), you will only 
see about half the downside of a price 
increase.

3. Realize additional profit 
through rule-based pricing 
and assortment
This means that not every bargain shop-
per is looking for the lowest absolute 
price point. For most, providing a good 
deal on a per unit basis is just as attrac-
tive, especially on products with a high 
purchase frequency. Applying this to 
private labels, moving to a larger pack 
size allows you to trade-up shoppers and 
pantry-load. If done properly, you can 
improve profit dollars and overall value 
perception.

In a high SKU environment, it’s impos-
sible to optimize pricing of every item. 
Most retailers are fairly good at getting it 
right for their top-selling items, but lose 
millions of dollars of profit opportunity 
by assuming that only top-sellers qualify 
as high-attention items for pricing and/
or not developing the optimal pricing 
logic for items in the rest of their portfo-
lio that require less attention.

Retailers do not have to be “price com-
petitive on all items,” even in intense 
competitive environments. They do, 
however, need to first identify a man-
ageable list of key items whose prices 
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Figure C: Derived impact on price perception from consumer research

need to be optimized and evaluated on 
a regular basis. These items are not al-
ways limited to the biggest sellers but 
should also include the products that 
most strongly correlate with and drive 
consumers’ overall price perception.

Take the example below derived from 
consumer research. In this specific retail 
environment, there were 12 categories 
that actually drove consumers’ overall 
store price perception. In these categories 
such as facial, personal and body care 
items, it was important to be more price 
competitive due to their strong correla-
tion with overall perception. In other 
categories (e.g. beverages) where consum-
ers were less aware of and influenced by 
prices, there was room to extract higher 
prices and more profit.

Once retailers have identified this list 
of key items, they should then estab-
lish pricing logic and category specific 
guidelines for the rest of the portfolio by 
identifying volume drivers through anal-
yses of historical transaction data and 
shopper data. An example of a potential 
guideline includes: for products within 
this category, if all else were equal, they 
should be priced X% higher if there is no 
specific competing retailer with a refer-
ence product available within a Y mile 
radius. 

Project experience has demonstrated how 

refinements of a few pennies or dimes on 
thousands of items turn into tens of mil-
lions of incremental profit dollars a year, 
with little to no impact on topline.

4. Design and run more 
effective promotions
For faster-moving consumer goods cat-
egories, trade promotions can represent 
up to 50 to 60% of a category’s retail 
sales volume. However, for those same 
categories, often only 20 to 50% of that 
promotional volume is truly incremental, 
meaning that the retailer would not have 
sold those units had they not ran the 
promotion.

Put into a business context: Millions of 
dollars of more profitable base business 
are being traded down through sub-opti-
mal promotions, and retailers are paying 
a steep opportunity cost in the millions 
they receive in trade that could be spent 
on higher ROI events.

Retailers can follow these simple steps to 
realize higher profit impact from promo-
tions, without sacrificing topline results.

A. Tie your promotions to your corpo-
rate strategy, not the other way around

Different promotional vehicles and in-
centive structures promote different ob-
jectives. For example, if your goal for a 
specific category is to build loyalty then 

you should avoid straight price cuts. 
Instead of offering 25 percent off, you 
should offer $5 off a purchase of $20 or 
more. This will often have the same im-
pact on how shoppers perceive the deal, 
but result in them buying more product.

B. Understand what depth and fre-
quency is needed to achieve your ob-
jectives - and do not offer more

Retailers often assume that each addi-
tional discount or promotional event will 
always generate incremental sales. This 
is not the case. There are diminishing 
marginal returns to both discount depth 
and event frequency. For example, across 
a sample of recent projects for consumer 
goods, typically a 10% to 20% lower lift 
in retail sales dollars after promotions 
passed the minimum required depth. 
This finding applied to situations where 
additional discounting came in the form 
of “stacking” (running trade promotions 
in addition to coupons) or pure price 
promotions.

Similarly, you will often see diminishing 
returns to event frequency, especially in 
mature, less discretionary categories. As 
you promote more often, shoppers learn 
to adjust their purchase habits. The re-
sult is more promotions, but lower aver-
age lift. The increased frequency does 
however subsidize more base volume a 
retailer would have sold if they promoted 
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Figure D: Example of capturing secondary effects in promotional measurement

less often.

Lower frequency and controlled depth 
may not be right in every situation. But 
taking a more selective approach to pro-
motions based on knowledge of the con-
sumer instead of unproven assumptions 
has helped retailers save millions in profit 
dollars by reducing self-inflicted wounds.

C. Measure the actual success of your 
promotions

Most ROI analysis will look at the prod-
uct or category’s sales during an event 
and compare it to a similar week without 

an event or to a projected base volume. 
However, best-in-class promotion mea-
surement should also take into account 
secondary effects of promotions, such 
as demand shifting, which can be hard 
to measure and easy to overlook. In the 
example above, factoring in these sec-
ondary effects revealed that a promotion 
which appeared to be successful on an 
individual product basis actually generat-
ed a loss. Only by accurately capturing 
the performance of their promotions 
can retailers continue to drive their de-
sired business objectives using the most 
effective and efficient promotions.

These four pricing secrets provide insight 
into levers that retailers can use to im-
prove their price-value perception, make 
the purchase decision about more than 
just price and be more surgical with price 
and promotions. They clearly show that 
there is more than one way to respond to 
a hyper-competitive environment – hurt-
ing your margins through price cuts is 
not your only option. Rather, there are 
many strategic and tactical opportunities 
that you can take advantage of to gener-
ate immediate profit impact in your core 
physical business.


